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CHAPTER IV 
The Sale of City Real Estate on Instalments 

SOME space is given in this work to the consideration of 
two subjects which may seem alien to its general scope. 
One is a brief history of the writer's experience in the 
sale of real estate on instalments with the lessons gained from 
that experience ; the other is an outline of a plan for the sale 
of farms on instalments. On the basis of principles derived 
from this experience, it is proposed to outline the plan of an 
organization for distributing securities among all the people. 

Twenty-five years ago the purchase and sale of unimproved 
real estate on small instalments was unknown. The building 
and loan associations or cooperative banks were first organized 
for the purpose of enabling people of small means to combine 
their savings to buy homes. Two decades and a half ago these 
institutions had gained considerable standing, and in a limited 
way they did good service for the communities in which they 
were located. The limitations which they had to meet were 
natural with the class of men who controlled and guided their 
destinies. The purely cooperative spirit with which they were 
incorporated was perhaps theoretically sound, but in the hands 
of men inexperienced in finance the result was not always satis- 
factory. The cooperative method does not generally work well 
in new enterprises, or in the pioneering period of great under- 
takings. Obviously it will not work well if the men making up 
the personnel of the organization are not actuated by a high 
sense of obligation and controlled by high ideals. Wherever 
cooperative banks or building associations have been in the 
hands of the right type of men, trained in the practical details 
of the business with which they had to deal, the history of such 
institutions has been good. Most of the abuses have come 
from the entrance of men not actuated entirely by disinterested 
motives. These cooperative associations for the purchase of 
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homes have passed through various stages of popularity, prob- 
ably occupying to-day a field of lesser relative magnitude than 
they did twenty-five years ago. Had they made a legitimate 
appeal to the self-interest of the best type of men, or shown 
possibilities of personal profits through efficiency and constant 
devotion to business, they might have had a greater develop- 
ment. It should also be said that the cooperative banks did 
not directly sell real estate on instalments ; their province was 
to accumulate the combined savings of their members, and lend 
the amounts necessary to buy a home in the ordinary manner. 
As these loans were paid back in instalments, the cooperative 
banks and building and loan associations are justly entitled to 
the credit of being the first in this field. 

Far greater has been the development of the instalment real- 
estate business established on a commercial basis. Twenty-five 
years ago the usual method of buying real estate was by the 
payment of a comparatively large part of the price, the passing 
of a deed and the execution of a mortgage for the unpaid bal- 
ance. Under these conditions the purchase of a plot of ground 
upon a small payment and the execution of a deed involved the 
possible foreclosure of the mortgage with considerable loss to 
the mortgagor. The writer, believing that the purchase of a 
piece of ground could be made the basis for borrowing money 
and building a home, finally devised a form of instalment con- 
tract which he termed " a bond for a deed," and which is to-day 
practically the form used by all dealers in real estate on instal- 
ments. The idea was borrowed in its general form from an 
ingenious but somewhat unscrupulous scheme to sell unavail- 
able land in a distant state, but the use of this contract in 1886 
is believed to have been the first instance in which an instalment 
contract for the sale of real estate was used in a large way on 
property available for immediate improvement. The success 
of the initial undertaking quickly led to the general adoption of 
the method, and the movement has spread to practically every 
community in the country. Together with the development of 
electric transportation, it has changed the face of cities, opening 
the possibility of a home to every wage-earner. It is finally 
extending to higher types of property and is being taken advan- 
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tage of by men whose incomes range from five to ten thousand 
dollars per annum. Furthermore, it has lost all social stigma, 
and has taken its place among recognized economic institutions. 
A few years ago a business man hesitated to lend his endorse- 
ment to an instalment real-estate business ; to-day some of the 
best men in the country are engaged in it. This growth in 
respectability has come largely from the efforts of a few men 
who saw in the business the germ of great social service. The 
type of people building homes in this way has improved as the 
educational process has gone on. Even the socially ambitious 
home-seeker is learning the meritoriousness of the opportunities 
that it affords. 

As far as the purchase of homes is concerned the instalment 
business has been thoroughly organized and developed. For 
the past two years the writer has assisted in a suburban opera- 
tion established on the highest ethical basis. Several million 
dollars are being devoted to the provision of homes under nearly 
ideal conditions and to the setting of standards in architecture, 
platting, street improvement and embellishment that can be fol- 
lowed by others engaged in this business. The work was 
originally instituted in the belief that the instalment business, 
applied to home construction, was far from ideal, and that in 
many ways radical results could be accomplished by an under- 
taking of this kind. While not sharing entirely the belief cf 
some of the public-spirited men engaged in the work, the 
writer did believe that where money making was not the 
exclusive purpose of a real-estate operation, things could be 
accomplished far beyond the actual results attained in ordinary 
practise. Two years' observation of this great social work have 
led to the conviction that while much can be done, the results 
will by no means be revolutionary, but will come largely from 
the adoption of prevailing real-estate methods, enriched by the 
cooperation of the ablest men in the country in their respective 
lines. This work has the benefit of the best talent in archi- 
tecture, landscape gardening, topographical arrangement and 
business organization, and it will afford a conspicuous demon- 
stration of the effectiveness of highly skilled service and perfect 
organization. Yet these results are possible largely because of 
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the advances already made in home production under com- 
petitive conditions. 

In the past few years corporations have been formed for the 
purchase of improved city real estate of the best type, and the 
sale on instalments of the securities therefor. This is another 
step in the extension of the instalment business and in the 
enlargement of the field of investment where rich and poor have 
equal opportunities. 

The purchase of suburban or residential real estate by those 
who are solicitous to own their own homes is always desirable, 
although, as an investment, suburban real estate is not always 
attractive. One general principle of real-estate values may be 
laid down : Any real estate which can be duplicated at pleasure 
will receive the benefit of a minimum income and increment. 
This rule may be applied not only to suburban real estate, but 
to other forms, such as office buildings, lofts and apartment 
houses. The element of monopoly is essential to the best re- 
sults in real-estate income, and while strategic ground locations 
such as corners or inside lots in attractive retail sections pos- 
sess some monopoly characteristics, residential locations have 
less, and the air above the ground floor has none whatever. Of 
course exceptional circumstances may make any type of prop- 
erty worth purchasing, such as specially low price, extraordinary 
improvements in the vicinity of the property, or the absorption 
of poor suburban villages by a city from which rich revenues 
can be drawn for schools, streets, water supplies and other im- 
provements. Generally speaking, however, one is not justified 
in buying suburban real estate without the ultimate purpose of 
building a home or creating a compulsory saving fund. On the 
other hand, real estate used for business purposes, and espe- 
cially for retail business, if bought properly is usually a good 
investment, particularly so when it earns an income, is not too 
heavily burdened with buildings and is in a growing city. An- 
other rule to be kept in mind by those contemplating invest- 
ment in real estate is to buy as large a proportion of land and 
as small a proportion of brick and mortar as is consistent with 
a fair income; for buildings invariably depreciate in value 
while land almost always appreciates. Therefore the decrease 
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in the value of the building must not be sufficient to offset the 
increase in the value of the land ; otherwise the increment is 
destroyed. 

The business of purchasing city property for the benefit of 
small investors is one that is rapidly growing and that has at 
present some of the disadvantages of its youth. The general 
merits of the scheme and the willingness of people to invest are 
attracting a good many persons of low business standards. An 
important point to be kept in mind at all times is the personnel 
of the directorate of the promoting organization, with reference 
not only to business standing, but more particularly to experi- 
ence in the real-estate business. No better recommendation 
can be given a concern than that it has been successful in the 
past on its own account and on the account of those who have 
entrusted their funds to its care. Good men often lend their 
names to enterprises whose weakness they have not the neces- 
sary training to discover; theythemselves.no less than those 
led by them, are the dupes of designing schemers. 

It may be well here to touch upon another weakness in this 
new and growing business, a weakness which is not yet developed 
and which comes largely from the limited experience of those 
engaged in the business. Real estate is not a quick asset; 
demand for it depends upon certain conditions, and any neces- 
sity which enforces a sale prior to the actual demand always 
results in a sacrifice of greater or less magnitude. Movements 
in real-estate price levels are in waves of comparatively long 
duration, as distinguished from the short and sharp fluctuations 
of the stock market. Therefore, one of the essential elements 
in successful trading in real property is the ability to hold it 
until demand comes. Many of the real-estate securities now 
offered to the public are in the form of short-term bonds of 
about ten years' duration. Those who have had wide experi- 
ence in real-estate operations would hesitate to accept funds to 
invest in city property where the obligation to repay the prin- 
cipal matured in so short a period. In suburban developments 
where the property is purchased for immediate improvement it 
is possible to put an undertaking through successfully in this 
short time, but in city property such a policy would be danger- 
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ous. In case it were not possible to sell the property within 
this limited period, the only way to meet the bonds upon ma- 
turity would be by an issue of similar new bonds. This de- 
velops into a sort of continuous performance that is very 
expensive, and liable to mishap in case of loss of confidence at 
any stage of the process. The only safe way to offer securities 
representing interests in high-class improved property is through 
the issue either of long-term bonds or of stock. Stock is a 
permanent investment of capital. It is not subject to with- 
drawal. It gets all the benefits that come from the increment 
and earnings of the property, and has all the security of bonds 
which are bonds in name only, inasmuch as they represent 
equities subject to underlying mortgages. The obvious disad- 
vantages of stock issues come from the fact that the investor 
cannot in good faith be promised the return of his capital, 
except in so far as a general market is created for the securities 
of the company by its growth in reputation and by the strength 
of its purchases. The history of companies engaged in this 
class of business has thus far been too short to create a general 
market for their securities, even where they have been markedly 
successful, but they can afford to wait the gradual growth of 
genuine public confidence. The above criticisms are not in- 
tended as captious objections to the methods so frequently 
adopted in this department of the real-estate business. Such 
securities, it is believed, are usually offered in good faith ; the 
fault is that of optimism and inexperience. 

To recur to personal experience, some six years ago the 
writer organized a series of companies for the investment of in- 
stalment money in high-class retail business property. This 
corporation was organized upon the following basis : The net 
receipts from the sale of stock were to be invested in the best 
type of property available in New York and other cities without 
any charge against the company on behalf of the management, 
other than for clerical services and the services of other neces- 
sary employees. The first 5 fo of the net earnings of the 
company were to go to the investor, and all excess profits 
were to be divided equally between the investor and the pro- 
moting organization. Preferred stock was issued to the in- 
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vestor defining the conditions of his ownership. The interest 
of the promoters in the companies was represented by common 
stock entitled to one-half of the earnings over 5 Jo per annum. 
The 5 Jo dividends were to be cumulative, and if not paid in 
any year were to be the first charge on the subsequent earnings 
of the company until the full 5 Jo per annum had been paid. 

These companies were organized under the laws of the state 
of New York and were entitled First, Second, and Third United 
Cities Realty Corporations. Altogether about three million 
dollars worth of the preferred stock was sold. Owing to the 
newness of the plan, the cost of selling was necessarily high, 
and this charge affected the earnings, as such selling cost had 
to be met out of the money received in payment for the stock. 
Even with this handicap, none of the companies has paid less 
than 5 Jo regularly. The Second United Cities Realty Corpora- 
tion for several years paid from earnings 5 y 2 Jo to the investors 
and an amount equal to y 2 Jo to the promoters, while the first 
corporation is now paying 6J^ Jo to the stockholders and 1 J^ Jo 
to the promoters. Each company has accumulated a consid- 
erable surplus, and in addition enjoys substantial increases in 
property values, which increases will ultimately go to the benefit 
of both preferred and common stock. As yet there is not 
much market for the stock, the companies being practically 
unknown to the large investing public. Recognizing the evils 
which so often arise in efforts to manipulate stock and create a 
market for it, the promoters have made no effort whatever to 
establish a general market. This has worked some hardship 
upon those who have been obliged to sell their stock, as it has 
not given them the advantage to which they were legitimately 
entitled by virtue of the intrinsic value of their properties ; but 
in the long run such a policy will be better for all concerned. 

In the spring of 1908 the sale of stock on instalments was 
temporarily stopped, not because it was harder or more ex- 
pensive to sell stock, but because it was extremely difficult to 
find good investments. The real-estate market the country over 
had enjoyed a considerable rise, and the immediate future did 
not look bright as to the ability of tenants to pay rent. As real 
estate is the last kind of property to feel the effects of prosperity 
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or adversity, experience led to the conclusion that a few years 
of stationary if not declining rents were to be expected, so that 
earnings might for a time be less. Of course, this condition 
will gradually pass away. 

The main purpose in outlining the history of these corpora- 
tions at length is to indicate the lines on which such real-estate 
companies should be formed. Apparently we are at the be- 
ginning of a tremendous extension of investments in high-priced 
improved real estate. The business is stable and dependable, 
and it will give the small investor opportunity on equal terms 
with the capitalist. The present disadvantages under which it 
labors, namely, a limited demand in the large markets for its 
securities, and the temptation to offer doubtful ones, will gradu- 
ally disappear. The pioneer work has been done, and the next 
twenty-five years will probably see as extensive growth in this 
line of business as the past twenty-five have witnessed in sub- 
urban development. In fact, the instalment method has taken 
possession of real estate. It can be applied equally well to 
personal securities, though its application there will be some- 
what more difficult. 



